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REPLY COMMENTS OF PUERTO RICO TELEPHONE COMPANY

Puerto Rico Telephone Company, Inc. (“PRTC”) hereby replies to certain comments
submitted in response to the Further Notice of Proposed Rulemaking' issued in the above-
referenced proceeding, regarding the “hold harmless™ principle. While a number of parties
endorse the hold harmless approach consistent with the express goals of universal service, some
commenters urge the Commission to revoke its prior commitment that states not lose universal
service high cost support by eradicating the hold harmless policy prematurely. However, these
commenters can provide no explanation of how subscribers in potentially affected states would

be protected from rate shock, either with elimination of the hold harmless provision or phase-out

! Federal-State Joint Board on Universal Service and Access Charge Reform, Seventh Report and
Order and Thirteenth Order on Reconsideration in CC Docket No. 96-45, Fourth Report and

Order in CC Docket No. 96-262. and Further Notice of Proposed Rulemaking, FCC 99-119 (rel.
May 28, 1999) (hereinafter referred to as “Seventh Report and Order” (9 1-94) or “Further
Notice of Proposed Rulemaking” (Y 95-135)); Order, DA 99-1277 (Com. Car. Bur., rel. June 29,

1999) (revising comment date).
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on randomly-established schedules.” Thus, the Commission should adhere to its existing
formulation of the hold harmless policy.

A recurring theme among hold harmless opponents is the assertion that hold harmless is
inconsistent with a forward-looking methodology.” While it is true that the hold harmless
amount is not determined on the same basis as the forward-looking amount, this fact alone
provides no justification for jeopardizing universal service principles by eliminating or
significantly limiting the hold harmless provision. The Joint Board and the Commission made
clear that public policy favors safeguarding consumers from the rate shock that would be caused
by the elimination of federal universal support.! According to the Commission, “[a]doption of a
hold-harmless provision will both serve to avoid any potential rate shock when the new federal
support mechanism goes into effect, and to prevent undue disruption of state rate designs that
may have been constructed upon, and thus are dependent upon, current federal high-cost support

3

flows.” Having made this important public policy determination, it simply is insufficient for
commenters now to argue without any basis that the hold harmless mechanism should be

eliminated or phased-out under some randomly designated period of time.

? In this regard, some participants have used this comment round to seek improperly the
Commission’s reconsideration of its Seventh Report and Order concerning the hold harmless
provision.

? See, e.g., Towa Utilities Board at 5; MCIWorldCom at 14.

* Federal-State Joint Board on Universal Service, Second Recommended Decision, 13 FCC Red
24744, 24764 (1 53) (1998); Seventh Report and Order at 1 14, 68.

* Seventh Report and Order at 9 68.



For example, CompTel advocates a two-year hold harmless phase-out period,® and Bell
Atlantic suggests the hold harmiess level should be reduced by some unspecified multi-year

"7 However, it is virtually impossible to prescribe a phase-down

period “prescribed at the outset.
schedule for a particular state or carrier when the proxy model amount itself cannot yet be
calculated, as is the case for Puerto Rico. Precipitous loss of support will still cause the rate
shock that the Commission rightly seeks to avoid in the interest of universal service goals. The
potential for and the magnitude of decreases in federal support will remain indeterminable until a
model with inputs for every state has been reviewed thoroughly.

Moreover, it would be at odds with the underpinnings of the hold harmless provision to
prescribe a phase-out term before the impact of transition to the cost proxy model methodology
could be assessed and the ability of a model to estimate accurately the costs of providing
universal service could be verified. Given that the hold harmless policy is designed to mitigate
the uncertainty of the forward-looking approach, “the hold-harmless mechanism prevents serious

and abrupt dislocations that might otherwise occur.”®

These “dislocations” are just as possible in
the first year of USF distributions under the model as in the last year of a “phase-down.”

Sprint’s support for the hold harmless provision, arising out of its concern that the model

® CompTel at 6-7; see also California Public Utilities Commission at 4 (proposing three-year
phase-out).

" Bell Atlantic at 6. Bell Atlantic also argues that the hold harmless provision works against the
Commission’s determination that the size of the fund should not increase significantly, by
forcing the fund size up when added to proxy amounts (id.). This same argument, however,
could easily be turned around to counter the use of the proxy model amounts at all. Because the
national hold harmless amount is the size of the current fund, the Commission could more
directly accomplish its goal of maintaining the current fund size by retaining the current fund
methodology.

¥ See BellSouth at 10.




currently understates the forward-looking costs of providing basic local services in Sprint’s local
service areas,’” similarly demonstrates the importance of hold harmless for guarding against
deleterious model results. Outputs by models previously under consideration, for example,
would have eliminated virtually all support for Puerto Rico. Therefore, any adjustment or
calibration of the hold harmless policy should not occur in advance of a determination that
transition to a model methodology will not harm universal service efforts, which would
necessarily be an area-by-area determination.'®

Finally, Long Term Support (“LTS”) cannot be segregated from universal service
support, as suggested by certain joint state commission commenters.'' LTS is an integral
component of universal service support to high cost carriers, described by the Commission as
one of two “explicit support mechanisms directed at increasing network subscribership by

reducing rates in high cost areas.”"* Since January 1, 1998, LTS has been removed from the

* Sprint at 5-6.

" PRTC renews its request that the Commission treat similarly carriers serving insular areas and
rural carriers, such that insular carriers will not be transitioned to a universal service
methodology whereby support is determined by results generated by a proxy model until it can
be determined that the model accurately predicts a carrier’s cost of serving the area. In any
event, carriers serving insular areas should not be transitioned to a proxy model methodology
before it can be determined that such a methodology accurately predicts the support required to
provide universal service.

" Comments of Arkansas State Regulatory Agencies, et al. at Part VII.

' Federal-State Joint Board on Universal Service, First Report and Order, 12 FCC Red 8776,
8784 (Y 10) (1997) (“First Report and Order™); see also 47 C.F.R. § 54.303 (administering LTS
as part of the universal service support for high cost areas).




access charge regime and funded explicitly through the universal service fund," and
administered as part of the High-Cost Fund mechanism."

Contrary to statements by the joint commenters, the loss of LTS would threaten
significant increases in end user rates as these costs are shifted either directly or indirectly to end
users. For Puerto Rico, universal service, including LTS, has been a necessary means to
maintain rates that result in telephone subscribership at current levels. Yet at 75 percent, the
telephone penetration rate remains almost 20 percentage points below the national level. As
demonstrated by PRTC’s presentations in this proceeding, the economic conditions in Puerto
Rico strongly suggest that even moderate rate increases caused by the elimination of high cost
support to Puerto Rico would force customers off the network, in direct contravention of express
universal service goals. Therefore, the Commission should reject any suggestion that LTS
should be segregated from universal service high cost support, contrary to precedent and public

policy.

" First Report and Order, 12 FCC Rcd at 9165 (removing LTS from access charges and
incorporating it as explicit universal service support); see also RAO Letter 27: Accounting for

Universal Service Support Payments and Receipts, Opinion, 13 FCC Red 16567 (Resp. Acctg
Officer 1998) (including LTS 1n universal support definition for accounting).

" See Universal Service Administrative Company, et al., Report to the FCC, 13 FCC Rcd 13276,
13280 (1998); see also “State-by-State Telephone Revenue and Universal Service Data” (January
1999) at 5, Table 5 (reporting all high-cost support mechanism, including LTS); “Common
Carrier Bureau Releases Report to Monitor Impact of Universal Support Mechanisms,” CC
Docket No. 98-202, Public Notice, DA 98-2540 (rel. December 22, 1998) at 6.




For these reasons, the hold harmless principle must be maintained without modification,
at least until it can be determined that any mechanism used to determine USF distributions

accurately predicts the support required to provide universal service.

Respectfully submitted,
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